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FACTS  ABOUT  THE  STATE  FUND 


Number  of  Policyholders 

25,607 


Earned  Premium 

$153,712,053 


Average  Premium  Per  Policy 

$6,003 


New  Policies 
4,800 

Annual  State  Fund  Payroll 

$7,708,503 


Number  of  Employees  (FTE's) 
268.75 


1995  Operating  Expenses 

$12,910,244 


Investment  Income(New  Fund) 

$23,963,000 


Established  in  1 990  by  the  Montana 
Legislature,  the  State  Fund  is  the  single 
largest  workers'  compensation  insurance 
provider  in  Montana — serving  nearly  60 
percent,  or  25,607  Montana  employers 
and  approximately  140,000  workers. 

Although  our  average  premium  size  is 
less  than  $10,000,  we  take  pride  in 
serving  more  Montana  businesses  than 
any  other  insurer. 

As  a  leading  force  in  the  workers' 
compensation  marketplace,  we  strive  to 
lower  rates,  prevent  injuries,  effectively 
manage  claims  and  be  Montana's 
insurance  carrier  of  choice.  We 
emphasize  exceptional  customer  service 
and  industry  leadership  in  everything  we 
do. 

The  Montana  State  Fund  operates  as 
a  residual  market  fund  and  independent 
state  agency.  We  operate  solely  on 
premium  revenues — receiving  no  state 
general  fund  money  for  our  operations. 


State  Fund  Fraud  Recovery 

$1,355,417 


State  Fund  1995  Equity 

$69,597,000 
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Number  of  Claims  Reported 

18,132 


1995  Annual  Report 


KEY  BUSINESS  HIGHLIGHTS 


►Achieved  positive  equity  from 
operations  for  the  first  time  in  State 
Fund  history. 


►Conducted  first  Closed  Claim  Study  to 
help  identify  cost  drivers. 


►Guided  significant  workers' 
compensation  insurance  reform  through 
1 995  Legislature. 


►Implemented  employee  Code  of 
Conduct. 


►Improved  service  by  1 3%  over  prior 
year,  as  reported  in  the  Customer 
Satisfaction  Survey. 


►Created  new  market-based,  pay  for 
performance  system  for  employees. 


►Reduced  overall  rates  by  1 8% — saving 
policyholders  approximately  $25  million 
this  year. 


►Established  a  statewide  Managed  Care 
Organization  network. 


improved  reporting  procedures — 
reduced  paperwork  for  our  customers  by 
58%  in  the  past  two  years. 


3 

o 

3 

B) 

3 
B> 

CA 

r+ 
B) 

I* 

e 

m 

c 

3 

a 


1995  Annual  Report 


BOARD  OF  DIRECTORS 


^^    Jim  Brouelette 
41.  ^B    Missoula 


■o 
e 

3 
IL 


(0 

« 

c 
a 

c 
o 


Tom  Horn 

Cohagen 


^^^    Dale  Mah  1  u  m 
^  ^H    Missoula 


Sandra  Reiter 
Billings 


Rick  Hill,  Chairman 
Helena 


t^^"; 


mlk 


Carl  Swanson,  President/CEO 
Helena 


►  6 


1995  Annual  Report 


A  MESSAGE  TO  OUR  FRIENDS 


Dear  Friends, 

This  past  year  was  a  time  of  extraordinary  progress  for  the  Montana  State  Fund. 

We  are  pleased  to  report  that  the  State  Fund  registered  record  financial  performance  in 
FY95.  Improved  monthly  and  quarterly  financial  reporting  provided  sound  monitoring  and 
better  overall  financial  decision  making.  Propelled  by  cost  containment  efforts,  enhanced 
investment  income  and  lower  loss  estimates;  earnings  were  at  an  all  time  high.  These 
positive  results  allowed  us  to  build  the  surplus  essential  to  our  business  stability  and,  for 
the  first  time  in  sixteen  years,  lower  premium  rates. 

Operational  improvements  continued  at  a  rapid  pace  throughout  FY95,  which  included  re- 
engineering  of  work  flows  and  initiatives  encompassing  industry  best  practices.  We 
devoted  resources  to  build  critical  insurance  expertise,  furthering  our  objective  to  operate 
the  State  Fund  more  like  a  private  insurance  company,  while  serving  our  important 
function  of  residual  market  provider. 

During  the  past  year.  State  Fund  employees  responded  magnificently  to  the  challenging 
goals  outlined  in  our  Strategic  Business  Plan.  The  plan  defined  goals  and  measures  for 
accountability  for  both  management  and  staff.  Their  extraordinary  contributions  to  further 
our  mission,  being  Montana's  insurance  carrier  of  choice  and  industry  leader  in  service, 
deserve  special  recognition. 

Positive  results  range  far  beyond  these  internal  accomplishments.  Partnerships  created 
with  employers,  employees,  and  the  medical  community  have  truly  contributed  to  our 
success.  The  State  Fund  worked  closely  with  the  Montana  Legislature  and  Governor 
Racicot  to  enact  important  workers'  compensation  reform — change  that  will  help  improve 
future  economic  opportunities  for  both  employers  and  employees.  Together  we  are 
working  hard  to  improve  Montana's  workers'  compensation  system. 

We  are  championing  the  winds  of  change  as  our  organization  succeeds  in  its  mission  and 
continues  to  be  strong,  entrepreneurial,  visionary  and  energetic.  We  will  remain  a  leading 
force  in  the  workers'  compensation  insurance  industry,  and  through  our  commitment  to 


Montana  State  Fund  can  meet  the  challenges  ahead.  Excellence  is  our  destination. 
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superior  customer  service,  become  Montana's  insurance  carrier  of  choice.  By  building  on  O 

the  base  we  have  developed  and  with  your  continued  support,  we  are  confident  that  the 
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SHAPING  TOMORROW 


We  worked 

closely  with 

employers, 

employees 

and  policy 

leaders  to 

achieve  sound 

workers' 

compensation 

reform. 
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The  challenge  of  improving  the 
Montana  workers'  compensation  envi- 
ronment led  the  State  Fund  to  seek 
significant  change  in  its  operations  and 
examine  the  workers'  compensation 
benefit  structure.  Strengthening  future 
economic  opportunities  was  a  key 
objective. 

To  fulfill  our  objective,  a  Closed 
Claim  Study  was  completed  in  Novem- 
ber by  the  private  actuarial  firm  of 
Tillinghast.  The  study  revealed  that 
benefit  reform,  early  return  to  work 
programs  and  improved  performance 
standards  were  paramount  to  the  success 
of  the  workers'  compensation  system  in 
Montana.  The  study  also  uncovered 
important  internal  cost  drivers.  In 
December,  a  task  force  was  created  to 
review  the  results  of  the  study,  develop 
regional  comparisons  and  present  recom- 
mendations for  reform  to  the  1995 
Legislature. 

BENEFITS  REFORM 

Recommendations  included  benefit 
reform  that  would  provide  economic 
incentives  for  employers  who  return 
workers  back  to  work  quickly.  This 
incorporated  a  wage  offset  by  insurers 
for  temporary  disability  and  benefit 
adjustments  for  workers  who  return  to 
work  without  a  wage  loss.  Reduced 
premiums,  potential  wage  increases, 
improved  competition  within  our  region 
and  the  ability  to  attract  and  retain  quality 
jobs  were  touted  as  important  indirect 
results  of  the  reform  measures. 

These  recommendations  were  pre- 
sented to  Governor  Racicot  and  the  1995 


Legislature  at  the  beginning  of  the  year, 
and  the  results  of  our  leadership  and  the 
hard  work  of  many  others  paid  off.  The 
Governor  signed  SB375  into  law  and  on 
July  1,  1995,  the  State  Fund  enacted  an 
overall  rate  reduction  of  1 8  percent — the 
first  reduction  in  sixteen  years.  State 
Fund  policyholders  benefited  from  this 
rate  reduction  by  an  annual  premium 
savings  of  over  $25  million. 

In  addition  to  benefit  reform,  an 
initiative  to  improve  State  Fund  invest- 
ment opportunities  was  passed  by  the 
Legislature.  This  effort  will  allow  us  to 
continue  to  lower  rates  based  on  im- 
proved investment  income.  (Note:  The 
authority  to  invest  15  percent  of  our  long  term 
resen'es  in  equities  awaits  final  approval  by 
Motitana  voters  in  November  1996.) 

EARLY  RETURN  TO  WORK 

Because  effective  early  return  to  work 
programs  decrease  the  number  of  lost 
workdays,  help  workers  heal  faster,  and 
lower  total  claim  costs  significantly ;  the 
State  Fund  has  invested  resources  and  is 
now  prepared  to  guide  and  support  the 
return  to  work  process.  Claim  adjusters 
began  to  work  more  closely  with  employ- 
ers and  employees  this  year  to  identify 
transitional  employment  and  light  duty 
options.  The  State  Fund  also  conducted 
training  for  our  managed  care  organiza- 
tions, employers  and  employees  with 
nationally  recognized  expert,  Richard 
Pimmental. 

Through  effective  return  to  work 
programs,  employers  will  see  premium 
costs  decrease  and  employees  who 
participate  in  transitional  employment 
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opportunities  will  heal  faster  and  remain  a 
productive  part  of  the  workforce. 

IMPROVED   PERFORMANCE 

In  May,  with  the  assistance  of  an 
internationally  renowned  consulting  firm, 
the  Fund  began  re-engineering  the 
Underwriting  Department.  The  re- 
engineering  will  provide  system  enhance- 
ments and  work  flow  improvements  that 
will  elevate  customer  service  and  maxi- 
mize efficiency. 

In  addition  to  the  re-engineering,  we 
pursued  a  solid  strategy  for  technology 
advancements  and  leadership  that  will 
improve  our  long  term  growth  and  create 
a  dynamic  work  environment.  We  moved 
purposefully  to  reshape  and  revitalize  our 
operations.  And,  with  the  introduction  of 
our  Benefit  Information  System  (BIS) 
and  document  imaging,  our  employees 
will  be  able  to  work  smarter  and  improve 
standards  of  performance. 

PAY  FOR  PERFORMANCE 

Effective  July  1,  1995,  the  State  Fund 
implemented  a  new  compensation  plan 
that  moved  the  organization  from  a 
standard  pay  grade  system  to  a  market 
and  competency  based,  pay  for  perfor- 
mance system.  The  new  human  re- 
source plan  represents  the  first  perfor- 
mance based  compensation  system  in  the 
public  sector  and  places  the  State  Fund  in 
a  stronger  position  to  attract  and  retain 
quality  employees.  Employees  can  now 
be  recognized  and  compensated  for  their 
extraordinary  efforts.  In  addition,  a 
Human  Resource  Database  was  installed 
to  better  track  employee  information. 


STATE  OF  THE  ART 

Technology  is  truly  a  driving  force  in 
the  workers'  compensation  industry. 
The  State  Fund  is  enhancing  its  opera- 
tions through  a  number  of  technological 
advances.  The  Micro  Insurance  Reserve 
Analysis  (MIRA)  was  integrated  with  our 
existing  system  to  add  consistency, 
improved  accuracy,  and  an  automated 
process  for  claim  reserve. 

Underway  is  an  Automated  Medical 
Payments  System  (AMPS)  and  an 
indexing  system  for  fraud.  A  tracking 
system  for  payments  that  will  automati- 
cally assign  claims  to  MCOs  will  also  be 
added. 

FINANCIAL  STABILITY 

The  State  Fund  registered  its  first 
positive  equity  from  operations  in  FY95 
and,  in  the  process  reduced  rates  by  1 8 
percent.  The  surplus  from  operations  of 
$58  million  represents  a  turnaround  in  the 
operating  results  and  is  the  first  surplus 
registered  in  our  history.  The  turnaround 
was  primarily  due  to  cost  containment, 
better  claim  management,  lower  loss 
ratios,  reduced  loss  estimates  and 
improved  investment  income.  Other 
fmancial  improvements  stemmed  from 
low  admmistrative  expenses  and  im- 
proved monitoring  and  reporting  of 
fmancial  information.  The  effects  of 
SB375  will  further  help  us  manage  our 
costs. 

The  State  Fund  has  turned  the  corner 
to  financial  stability.  We  are  confident 
that  the  positive  results  have  strengthened 
our  organization  and  prepared  us  to  meet 
the  challenges  ahead. 


The  new 
compensation 
system  will 
assist  in  our 
efforts  to  move 
into  a  best 
practices  and 
high 

performance 
culture. 
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IMPROVING  SERVICE 


Customers  said 

our  service 

improved  13% 

from  a  year 

ago. 
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In  today's  dynamic  environment, 
communication  is  the  key  to  meeting 
challenges,  overcoming  obstacles  and 
taking  advantages  of  opportunities.  With 
good  communication  we  can  identify  the 
needs  and  meet  the  demands  of  our 
customers. 

CUSTOMER   SATISFACTION 
SURVEY 

For  the  first  time  in  our  history,  the 
State  Fund  conducted  a  Customer 
Satisfaction  Survey.  Surveys  were 
mailed  in  the  spring  of  1 995  to  3,833 
policyholders  and  1 ,073  were  returned — 
an  incredible  28  percent — indicating  that 
our  customers  were  very  interested  in 
helping  us  improve  our  service. 

The  survey  instrument  was  devel- 
oped, administered,  and  results  compiled 
in-house.  The  results  were  very  positive 
with  65.2  percent  of  respondents  very 
satisfied  or  satisfied  with  overall  cus- 
tomer service  today.  These  survey  results 
provided  us  with  important  benchmarks, 
as  well  as  identified  areas  for  improve- 
ment. We  will  continue  to  survey 
policyholders  annually  to  receive  feed- 
back on  changes  and  establish  business 
goals  based  on  customer  needs. 

Customer  focus  groups  were  also 
conducted  in  key  markets.  These  meet- 
ings allowed  us  to  talk  with  policyholders 
face-to-face  and  discuss  important 
customer  service  issues. 

CROSS-DEPARTMEIMT  TEAMS 

The  blueprint  for  cross-department 
teams  was  created  in  June  1995.  The 
cross-department  teams  completed  basic 


training  and  when  in  full  operation,  will 
work  to  improve  policy  retention  and 
attract  new  business.  The  teams  will 
continue  their  work  throughout  FY96 
stabilizing  premium  revenue  and  ex- 
penses. With  our  desire  and  commitment 
to  work  with  customers  and  meet  their 
needs,  we  plan  to  win  back  business  and 
become  Montana's  insurer  of  choice. 

MANAGED  CARE 
PARTNERSHIPS 

Managed  care  organizations  (MCOs) 
unite  injured  workers  and  employers  with 
a  specialized  medical  provider  team 
designed  to  return  the  injured  worker  to 
the  workplace  more  quickly.  Our  man- 
aged care  program  was  developed  to 
reduce  the  escalating  medical  costs  for 
employers;  provide  high  quality,  efficient 
medical  care  for  injured  workers;  and 
enhance  communication  among  medical 
providers,  the  State  Fund  and  employers. 

Our  statewide  network  consists  of 
seven  MCOs  that  provide  essential 
medical  care  and  ensure  medical  costs 
are  carefully  managed.  Special  pharmacy 
and  chiropractic  plans  are  also  being 
formed  that  will  provide  continued 
improvements  in  FY96.  Coupled  with 
our  early  return  to  work  program  empha- 
sis and  improved  claim  management, 
managed  care  will  continue  to  reduce 
claim  costs,  lower  premiums  and  help 
injured  workers  heal  sooner. 

SAFETY 

Throughout  the  fiscal  year.  State  Fund 
conducted  93  safety  workshops  and 
helped  numerous  policyholders  develop 
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safety  programs.  Loss  control  consult- 
ants worked  closely  with  employers 
educating  them  on  safety,  as  well  as  the 
social  impacts  of  loss  time  and  work 
place  injuries. 

During  FY95,  State  Fund  policyhold- 
ers reduced  accident  frequency  by  2 
percent  and  loss  work  days  by  20 
percent.  Key  customers  were  also 
targeted  to  receive  special  loss  control 
services. 

Ninety  percent  or  1 ,294  customers 
with  premium  over  $15,000  were 
provided  on-site  loss  prevention  consulta- 
tions and  1 99  high-loss  employers 
received  safety  assistance. 

While  employers  enhanced  their 
safety  programs,  our  loss  control  staff 
received  specialized  tleet,  ergonomic  and 
life  safety  training.  In  addition,  they 
continued  to  improve  their  technical  skills 
to  better  assist  customers. 

As  part  of  our  commitment  to  quality 
customer  service,  eight  field  consultants 
provide  assistance  for  immediate  safety 
needs.  These  individuals  live  and  work  in 
communities  across  Montana  where  they 
can  better  understand  the  businesses  and 
the  people  of  their  communities. 

The  State  Fund  strongly  believes  that 
by  specializing  in  only  workers"  compen- 
sation insurance  we  can  provide  our 
customers  with  critical  expertise,  giving 
our  organization  a  distinct  advantage. 

FRAUD 

The  State  Fund  continues  to  be  a 
leader  m  the  fight  agamst  workers' 
compensation  fraud.  Since  its  inception 
in  1993,  the  Fraud  Unit  has  saved  over 


$3  million  in  judgments,  restitution,  and 
reserve  savings.  In  FY95,  the  anti-fraud 
effort  resulted  in  $1,171 ,080  million  in 
reserve  reductions  and  $175,91 8  in 
premium  ordered  and  received.  An 
additional  $111 ,273  in  restitution  was  also 
ordered.  A  recovery  ratio  of  2.5  to  I  was 
achieved  and  236  fraud  investigations 
were  initiated.  Much  of  our  success  was 
due  to  effective  partnerships  with  the 
Montana  Department  of  Justice,  Criminal 
Investigative  Bureau  and  local  county 
attorneys.  Furthermore,  employers  and 
employees  have  offered  valuable  tips  that 
have  lead  to  important  convictions. 

Our  aggressive  anti-fraud  and  audit 
efforts  are  examples  of  industry  leader- 
ship that  contribute  unique  benefits  to 
Montana's  workers'  compensation 
insurance  system. 


FRAUD 
RECOVERY  FY95 


reduction  in 

benefits 

S8,419 


premium 
received 
5134,289 


court  ordered 
premium  received 
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CHARTING  THE  FUND 


FUND  EQUITY 


The  State  Fund's  equity 
position  was  strengthened 
in  FY95  to  the  highest 
point  in  its  five  year 
history.  Equity  (surplus)  is 
required  by  law  and  helps 
the  Fund  be  more  resilient 
and  financially  stable. 


TOTAL  INVESTED  ASSETS 


Total  invested  assets  in 
FY95  include  short  term 
investment  pool  assets  of 
$38,515,000  and  long 
term  securities  of 
$418,542,000  for  a  total 
of  $457,057,000— a  32% 
improvement  over  FY94. 


1991        1992       1993       1994      1995 
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Although,  the  State  Fund's 
premium  revenue  dropped 
nearly  $30  million  in 
FY95,  investment 
earnings  were 
substantially  higher. 


NET  PREMIUM  AND 
INVESTMENT  INCOME 


1991       1992       1993       1994       199S 

■  Net  Premium  BB  Investment  Income 
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POLICYHOLDERS 


1 

-» total  policyholders 

-A-  policyholders 

that  paid  <$1 0,000 

n  annual 

premium 

26.103 

1      ■ 

1    25,402 

26,682 

A--^___ 

26,700 

25,607 

1     24,590 

24,355 

23,734 

22.918 

A 

22,726 

The  State  Fund  continues 

to  be  the  primary  insurer 

of  small  employers.  The 

average  policy  size  in 

FY95  was  $6,003  with 

89%  of  the 

policyholders  paying 

less  than  $10,000  in 

premium. 


REPORTED  CLAIMS 


The  State  Fund's  total 

reported  claims  declined 

in  FY95  primarily,  as  a 

result  of  fewer 

policyholders.  Improved 

safety  efforts  and  better 

claim  investigation  and 

management  have  also 

helped  reduce  the 

number  of  claims. 


1992  1993  1994 

^  Medical       ^  Indemnity 


CLAIM  COSTS 


Improved  claim 

management  helped 

stabilize  claim  costs  in 

FY95.  Increased  use  of 

MCO  and  Early  Return 

to  Work  programs  will 

continue  to  contain 

claim  costs. 
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INDEPENDENT  AUDITOR'S  REPORT 


^Montana 
Legislative 
Branchi 


Legislative  Audit  Division 

Scott  A.  Seacat,  Legislative  Auditor 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  statements  of  the  State  Compensation 
Insurance  Fund,  a  component  unit  of  the  State  of  Montana,  as  of  June  30,  1995  and  1994, 
and  for  the  two  fiscal  years  then  ended,  as  listed  in  the  table  of  contents.   The  information 
contained  in  these  financial  statements  is  the  responsibility  of  State  Compensation  Insurance 
Fund's  management.    Our  responsibility  is  to  express  an  opinion  on  these  financial  statements 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards. 
Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance 
about  whether  the  financial  statements  are  free  of  material  misstatement.    An  audit  includes 
examining,  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial 
statements.    An  audit  also  includes  assessing  the  accounting  principles  used  and  significant 
estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement  presenta- 
tion.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  the  State  Compensation  Insurance  Fund,  as  of  June  30,  1995 
and  1994,  and  the  results  of  its  operations  and  of  its  cash  flows  for  the  fiscal  years  then  ended 
in  conformity  with  generally  accepted  accounting  principles. 
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Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  22,  1995 


Room  136.  State  Capitol  Building    PO  Box  201706  Holona  MT  69620-1706 
Phona  406  444-3122    FAX  406-444-9784 


1995  Annual  Report 


New  Fund 


FINANCIAL  STATEMENTS 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Balance  Sheet 


(thousands 

of  dnllurs) 

as  of 

as  of 

ASSETS 

June  30. 1995 

.Tune  30. 1994 

Cash  in  Treasury 

$2,252 

$2,520 

Short-term  Investment  Pool  (Note  1) 

38,515 

36,803 

Premium  Receivable  (Note  1) 

19,478 

56,255 

Allowance  for  Doubtful  Accounts 

(521) 

(801) 

Due  from  Other  Funds 

2,054 

1,351 

Interest  Receivable 

5,508 

3,267 

Short-term  Notes  &  Loans  Receivable 

102 

515 

Long  Term  Securities  (Note  2) 

418,542 

310,236 

Supplies  Inventory 

73 

34 

Equipment 

3,233 

2,362 

Less  Accumulated  Depreciation 

(1,082) 

(724) 

Intangible  Assets 

1,472 

19 

Property  Held  in  Trust 

1,360 

8,546 

Other  Assets 

262 
$491,248 

8 

Total  Assets 

$420,391 

LIABILITIES  AND  FUND  EQUITY 


Liabilities 

Estimated  Claims  Liability  (Note  4) 
Unearned  Premium 
Security  Deposits 
Accounts  Payable 
Due  to  Other  Funds 
Compensated  Absences  (Note  8) 
Total  Liabilities 

Fund  Equity 

Contributed  Capital 
Unrestricted 
Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$395,837 

$373,223 

21,748 

24,089 

1,835 

15,807 

579 

105 

1,002 

374 

650 

568 

$421,651 


$414,166 


$11,584 

$12,000 

58.013 

(5.775) 

$69,597 

$6,225 

$491,248 

$420,391 

3 
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The  Noles  are  an  integral  part  of  this  financial  statement. 
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7995  Annual  Report 


New  Fund 


FINANCIAL  STATEMENTS 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Statement  of  Operations  and  Changes  in  Fund  Equity 


(thousands 

of  dollars) 

fiscal 

fiscal 

year  ending 

year  ending 

.lune  30.  1995 

.Tune  30.  1994 

UNDERWRITING  RESULTS 

Premium 

$153,712 

$182,489 

Less:   Reinsurance  Premium  Paid  and  Safety  Incentives 

(873) 

(863) 

Claims  Expenses: 

Compensation  Benefits 

46,242 

45,473 

Medical  Benefits 

31,087 

30,087 

Allocated  Loss  Adjustment  Expenses 

396 

214 

Increase  in  Estimated  Claims  Liability 

22,614 

76,678 

Other  Expenses: 

Operating  Expenses 

10,808 

9,090 

Transfers  Out 

2.102 

2.401 

Underwriting  Gain/(Loss) 


$39,590 


$17,683 


Investment  Income 
Other  Income 

RESULTS  OF  OPERATIONS 

Gain/(Loss)  on  Sale  of  Fixed  Assets 
NET  INCOME  (LOSS) 

PRIOR  YEAR  END  UNRESTRICTED  EQUITY 
END  OF  PERIOD  UNRESTRICTED  EQUITY 


$23,963 
240 

$13,986 
180 

$63,793 

(5) 

$63,788 

$31,849 

3 

$31,852 

($5,775) 
$58,013 

(37,627) 
($5,775) 
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The  Notes  are  an  integral  part  of  this  financial  statement. 


1995  Annual  Report 


FINANCIAL  STATEMENTS 


New  Fund 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Statement  of  Cash  Flows 

year  ending  June  30,  1995 


CASH  FLOWS  FROM  OPERATING  ACTIVITIES 

Receipts  for  Premiums 

Payments  to  Suppliers  for  Goods  and  Services 

Payments  to  Employees 

Cash  Payments  for  Claims 

Other  Operating  Revenues 

Net  Cash  Provided  by  (used  for)  Operating  Activities 


(tlumsands 

(if  dollars) 

fiscal 

fiscal 

year  ending 

year  ending 

.Tune  30. 1995 

.Tune  30. 1994 

$181,282 

$188,824 

(6,131) 

(3,307) 

(6,371) 

(5,508) 

(77,399) 

(75,574) 

210 

53 

$91,591 

$104,488 

CASH  FLOWS  FROM  NONCAPITAL 
FINANCING  ACTIVITIES 

Transfers  to  Primary  Government 

Cash  Payments  for  Loans 

Collection  for  Principal  and  Interest  on  Loans 

Net  Cash  Provided  by  (used  for) 

Noncapital  Financing  Activities 


$0 

0 


M 


($3,547) 

(28,266) 

43.173 

$11.360 


CASH  FLOWS  FROM  CAPITAL  AND 
RELATED  FINANCING  ACTIVITIES 

Acquisition  of  Fixed  Assets 
Proceeds  from  Sale  of  Fixed  Assets 
Net  Cash  Used  for  Capital  and  Related 
Financing  Activities 

CASH  FLOWS  FROM  INVESTING  ACTIVITIES 

Purchase  of  Investments 

Proceeds  from  Sales  or  Maturities  of  Investments 

Interest  and  Dividends  on  Investments 

Net  Cash  Provided  by  (Used  For) 

Investing  Activities 

Net  Increase  (Decrease)  in  Cash  and  Cash  Equivalents 

Cash  and  Cash  Equivalents,  July  1 

Cash  and  Cash  Equivalents,  June  30 

The  Notes  are  an  integral  part  of  this  financial  statement. 


($3,397) 
429 

($975) 
3 

($2,968) 

($972) 

($231,745) 

122,210 

22,356 

($274,884) 

146,612 

13.411 

($87,179) 
,       $1,444 

($114,861) 

$15 

$39,323 

$39,308 

$40,767 

$39,323 
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1995  Annual  Report 


FINANCIAL  STATEMENTS 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Statement  of  Cash  Flows  (continued) 


New  Fund 


(Ihinisands  of  daUurs) 

fiscal  fiscal 

year  ending  year  ending 

■Tune  30. 1995  .lune  30. 1994 


RECONCILIATION  OF  OPERATING 
INCOME  TO  NET  CASH  PROVIDED 
BY  OPERATING  ACTIVITIES 

Results  of  Operations 


$63,793 


$31,849 


■o 
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Adjustments  to  Reconcile  Operating 
Income  to  Net  Cash  Provided  by 
(used  for)  Operating  Activities 

Depreciation 

Amortization 

Interest  Expense 

Interest  on  Investments 

Change  in  Assets  and  Liabilities: 

Deer  (Incr)  in  Accounts  Receivable 

Deer  (Incr)  in  Due  From  Other  Funds 

Deer  (Incr)  in  Inventories 

Deer  (Incr)  in  Other  Assets 

Incr  (Deer)  in  Accounts  Payable 

Incr  (Deer)  in  Due  to  Other  Funds 

Incr  (Deer)  in  Due  to  Primary  Government 

Incr  (Deer)  in  Deferred  Revenue 

Incr  (Deer)  in  Property  Held  in  Trust 

Incr  (Deer)  in  Estimated  Claims 

Incr  (Deer)  in  Compensated  Absences 

Total  Adjustments 


Net  cash  provided  by  (used  for)  Operating  Activities     $91,591 


372 

257 

262 

9 
1 

(23,963) 

1 

(14,081) 

37.643 

(16,293) 

(1,146) 

3,458 

(39) 

34 

6,929 

3,332 

586 

26 

1,143 

279 

(371) 

(2,342) 

24,089 

(13,973) 

(5,237) 

22,614 

76,678 

83 

87 

$27,798 

$72,639 

$104,488 
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The  Niiles  are  im  inre,i:nil  purr  (>(  ihis  financial  slulemenl. 


1995  Annual  Report 


FINANCIAL  STATEMENTS 


Old  Fund 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Balance  Sheet 


ASSETS 

Cash  in  Treasury 

Short-term  Investment  Pool  (Note 
Account  Receivable  (Note  1 ) 
Allowance  for  Doubtful  Accounts 
Due  from  Other  Funds  (Note  1) 
Long  Term  Securities  (Note  2) 
Deferred  Bond  Issue  Costs 
Other  Assets 
Total  Assets 


{Ihdusands 

of  iJ(illarx) 

as  of 

as  of 

June  30, 1995 

June  30, 1994 

$353 

$1,404 

6,634 

3,01 

961 

987 

(370) 

(618) 

27,426 

17,985 

10,809 

10,914 

3,787 

3,939 

64 

$49,664 

$37,622 

LIABILITIES  AND  FUND  EQUITY 


Liabilities 

Estimated  Claims  Liability  (Note  4) 
Long  Term  Bonds  Payable  (Note  5) 
Accrued  Bond  Interest  Payable 
Due  to  Other  Funds 
Arbitrage  Rebate  Tax  Payable 
Other  Liabilities 
Total  Liabilities 


$295,749 

$339,486 

164,829 

166,907 

754 

764 

2,088 

1,792 

83 

34 

99 

31 

$463,602 


$509,014 


Fund  Equity 

Reserved  for  Debt  Service 
Retained  Earnings 
Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$14,169 

(428.107) 

($413.938) 

$49,664 


$14,169 

(485.561) 

($471.392) 

$37,622 
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The  Niiles  are  an  inlet^ral  part  a]  this  financial  statement. 
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1995  Annual  Report 


Old  Fund 


FINANCIAL  STATEMENTS 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Statement  of  Operations  and  Changes  in  Fund  Equity 
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UNDERWRITING  RESULTS 

Premium 
Other  Income 
Claims  Expenses: 

Compensation  Benefits  Paid 

Medical  Benefits  Paid 

Allocated  Loss  Adjustment  Expenses 

Decrease  in  Actuarially  Estimated  Claims 
Other  Expenses 

Bad  Debt  Expenses 

Administrative  Expenses 
Underwriting  Gain/(Loss) 

Investment  Income 

Interest  Expense 

Bond  Arbitrage  Expense 


RESULTS  OF  OPERATIONS 

OTHER  SOURCES/(USES)  OF  FUNDS 

Transfer  In-Old  Fund  Liability  Tax  Revenue 
Transfer  In-Other 
Transfers  Out-Other 
Total  Other  Sources/(Uses)  of  Funds 

NET  INCOME 

PRIOR  YEAR  END  FUND  EQUITY 
END  OF  PERIOD  FUND  EQUITY 


fiscal 

fiscal 

year  ending 

year  nding 

June  30. 1995 

.lune  30.  1994 

$926 

($5) 

3 

7 

15,972 

20,459 

6,697 

7,915 

194 

364 

(43,737) 

(25,764) 

888 

2.467 

1 .657 

$18,448 

($4,629) 

$931 

$1,253 

(10,653) 

(10,332) 

(49) 

(34) 

$8,677 

($13,742) 

$48,418 

$40,950 

1,663 

1,219 

(1,304) 

(2,382) 

$48,777 

$39,787 

$57,454 

$26,045 

(471.392) 

(497.437) 

($413,938) 

($471,392) 
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The  N(ttes  are  an  integral  part  <>j  this  financial  statement. 


1995  Annual  Report 


FINANCIAL  STATEMENTS 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 


Old  Fund 


Statement  of  Cash  Flows 


CASH  FLOWS  FROM  OPERATING  ACTIVITIES 

Receipts  for  Premiums 

Payments  to  Supplier  for  Goods  and  Services 

Payments  to  Employees 

Cash  Payments  for  Claims 

Collections  of  Notes  Receivable 

Other  operating  revenues 

Net  Cash  Provided  by  (used  for) 

Operating  Activities 


(ihousam 

Is  of  dollars) 

fiscal 

fiscal 

year  ending 

year  ending 

.lune  30. 1995 

.Tune  30. 1994 

$71 

$7 

(937) 

(604) 

(1,002) 

(1,265) 

(22,626) 

(28,414) 

(26) 

2 

4 

($24.516) 


($30.274) 


CASH  FLOWS  FROM  NONCAPITAL 
FINANCING  ACTIVITIES 

Payment  of  Principal  and  Interest  on  Bonds  and  Notes 

Proceeds  from  Issuance  of  Bonds  and  Notes 

Payment  of  Bond  Issuance  Costs 

Transfers  to  Primary  Government 

Transfers  from  Primary  Government 

Net  Cash  Provided  by  (used  for) 

Noncapital  Financing  Activities 

CASH  FLOWS  FROM  INVESTING  ACTIVITIES 

Purchase  of  Investments 

Proceeds  from  Sales  or  Maturities  of  Investments 

Interest  and  Dividends  on  Investments 

Net  cash  Provided  by  (Used  for) 

Investment  Activities 

Net  Increase  (Decrease)  in  Cash 
and  Cash  Equivalents 

Cash  and  Cash  Equivalents,  July  1 

Cash  and  Cash  Equivalents,  June  30 


($12,662) 

(1,942) 
40.789 

($33,305) 

40,500 

(364) 

(1,286) 

27.167 

$26,185 

$32,712 

($1,091) 

1,032 

962 

($15,918) 

15,641 

1.481 

$903 

$1,204 

$2,572 

$3,642 

$4,415 

$773 

$6,987 

$4,415 

o 

3 
t* 
tt 
3 
D) 

(A 

D) 
ID 

Tl 

C 
3 

a 


The  Notes  are  an  inle/iral  pari  of  this  fmuncial  stalemenl. 


21 


1995  Annual  Report 


FINANCIAL  STATEMENTS 


Old  Fund 


The  Montana  State  Fund  is  a  component  unit  of  the  State  of  Montana. 

Statement  of  Cash  Flows  (continued) 


{tliiHtsitnds  (>l  dollars) 
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flscal 
year  ending 
June  30.  1995 


RECONCILIATION  OF  OPERATING 
INCOME  TO  NET  CASH  PROVIDED 
BY  OPERATING  ACTIVITIES 

Results  of  Operations 

Adjustments  to  Reconcile  Operating 
Income  to  Net  Cash  Provided  by 
(used  for)  Operating  Activities 

Interest  Expense 

Interest  on  Investments 

Arbitrage  Rebate  Tax 

Change  in  Assets  and  Liabilities: 

Deer  (Incr)  in  Accounts  Receivable 

Deer  (Incr)  in  Due  From  Other  Funds 

Deer  (Incr)  in  Other  Assets 

Incr  (Deer)  in  Accounts  Payable 

Incr  (Deer)  in  Due  to  Other  Funds 

Incr  (Deer)  in  Due  to  Primary  Government 

Incr  (Deer)  in  Estimated  Claims 

Incr  (Deer)  in  Arbitrage  Rebate  Tax  Payable 

Incr  (Deer)  in  Compensated  Absences  Payable 


,677 


Total  Adjustments  ($33.193) 

Net  cash  provided  by  (used  for)  Operating  Activities      ($24,5 16) 


fiscal 
year  ending 
June  30. 1994 


($13,742) 


10,653 

10,403 

(931) 

(1,253) 

49 

(198) 

1 

66 

(64) 

43 

901 

16 

(43,737) 

(25,764) 

34 

25 

31 

($16.532) 
($30,274) 


Tlie  Notes  are  an  iiuei;nil ihiiI  iij  this  fiiuiinuil  shiiemenl. 
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NOTES  TO  FINANCIAL  STATEMENTS 


a  component  unit  of  the  State  of  Montana  for  the  Two  Fiscal  Years  Ended  June  30,  1995 


1.   Summary   of   Significant 
Accounting  Policies 

Description  of  Business 

The  State  Compensation  Insurance  Fund 
(State  Fund)  is  a  nonprofit,  independent 
public  corporation  established  under  Title 
39,  Chapter  7 1  of  the  Montana  Codes  An- 
notated (MCA).  The  State  Fund  provides 
Montana  employers  with  an  option  for 
workers'  compensation  and  occupational 
disease  insurance  and  guarantees  the  avail- 
ability of  coverage  for  all  employees  in 
Montana. 

The  State  Fund  is  governed  by  a  five  mem- 
ber Board  of  Directors  appointed  by  the 
Governor  and  is  attached  to  the  State  of 
Montana,  Department  of  Administration 
for  administrative  purposes  only. 

During  the  1 990  Montana  Special  Legisla- 
tive Session,  legislation  passed  establish- 
ing separate  funding  and  accounts  for 
claims  of  injuries  resulting  from  accidents 
occurring  before  July  1 ,  1 990,  referred  to 
as  the  Old  Fund,  and  claims  occurring  on 
or  after  July  1,  1990,  referred  to  as  the 
New  Fund. 

The  New  Fund  functions  as  an  autono- 
mous insurance  fund  supported  solely  from 
its  own  revenues.  All  assets,  debts,  and 
obligations  of  the  New  Fund  are  separate 
and  distinct  from  assets,  debts,  and  obliga- 
tions of  the  State  of  Montana.  Upon  dis- 
solution of  the  New  Fund,  any  monies  not 
needed  to  liquidate  the  New  Fund  would 
be  returned  to  its  policyholders.  The  State 
Fund  administers  the  claims  remaining  in 


the  Old  Fund  for  the  State  of  Montana  and 
is  the  administering  entity  for  recording  the 
financial  activity  related  to  receipt  and  dis- 
bursement of  an  Old  Fund  Liability  Tax 
(see  note  4,  Old  Fund).  No  State  general 
fund  money  is  used  for  State  Fund  opera- 
tions. 

The  State  Fund  records  activity  related  to 
its  workers'  compensation  insurance  op- 
erations in  the  Enterprise  Fund  type.  The 
Enterprise  Funds  of  the  State  Fund  are  part 
of,  but  do  not  comprise,  the  entire  Enter- 
prise Fund  of  the  State  of  Montana.  The 
financial  statements  in  this  report  reflect 
the  financial  position  and  results  of  opera- 
tions and  cash  flows  of  the  State  Fund 
(New  Fund  and  Old  Fund),  not  the  State 
of  Montana. 

Because  of  the  Governor's  appointment 
of  the  board  members  and  the  state's 
regulatory  oversight  function,  the  State 
Fund  financial  statements  are  presented 
as  a  component  unit  in  the  State  of 
Montana  Comprehensive  Annual  Finan- 
cial Report. 

Basis  of  Accounting 

The  State  Fund  uses  the  accrual  basis  of 
accounting,  as  defined  by  generally 
accepted  accounting  principles,  for  its 
workers'  compensation  insurance 
operations. 

Under  the  accrual  basis,  the  State  Fund 
records  revenues  in  the  accounting  period 
earned,  if  measurable,  and  records  ex- 
penses in  the  period  incurred,  if  measur- 
able. 
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Cash  and  Short  Term  Investment  Pool 

Cash  balances  include  demand  deposits 
with  the  State  Treasury.  The  State  Fund 
also  participates  in  the  Montana  Board  of 
Investments  Short  Term  Investment  Pool 
(STIP).  STIP  balances  are  highly  liquid 
investments  with  maturities  of  three  months 
or  less.  The  market  value  of  STIP  amounts 
approximate  cost.  The  New  Fund  STIP 
balance  of  $38,5 1 4,782  as  of  June  30,  1 995 
represents  4.5%  of  the  total  Board  of  In- 
vestment Short  Term  Investment  Pool. 
The  Old  Fund  STIP  balance  of  $6,633,7 1 7 
as  of  June  30,  1995  represents  0.8%  of 
the  total  Board  of  Investment  Short  Term 
Investment  Pool.  The  New  Fund  STIP 
balance  of  approximately  $36,803,000  as 
of  June  30,  1994  represented  4.3%  of  the 
total  Board  of  Investment  Short  Term  In- 
vestment Pool.  The  Old  Fund  STIP  bal- 
ance of  approximately  $3,01 1,000  as  of 
June  30,  1994  represented  0.3%  of  the  to- 
tal Board  of  Investment  Short  Term  In- 
vestment Pool. 

The  STIP  investments'  credit  risk  is  mea- 
sured by  investment  grade  ratings  given 
individual  securities.  Board  of  Investment's 
policy  requires  that  STIP  investments  have 
the  highest  rating  in  the  short  term  category 
by  one  and/or  any  Nationally  Recognized 
Statistical  Rating  Organizations  (NRSRO). 
The  six  NRSRO's  include  Standard  and 
Poors,  Moody's,  Duff  and  Phelps,  Fitch, 
IBCA  and  Thompson's  BanK  Watch. 


asset-backed  securities  were  previously 
reported  in  the  investment  type  totals  for 
Commercial  Paper,  Corporate  Obligations 
or  Government  Securities  as  of  June  30. 
1994. 

Variable  rate  (Floating  Rate)  securities 
make  up  17.9%  of  the  Board  of 
Investment's  total  STIP  portfolio  as  of  June 
30,  1995.  While  variable  rate  securities 
have  credit  risk  identical  to  similar  fixed 
rate  .securities,  their  market  risk  (income) 
is  more  sensitive  to  interest  rate  changes. 
However,  the  market  risk  (value/price)  may 
be  less  volatile  than  fixed  rate  securities 
because  their  value  will  usually  remain  at 
or  near  par  as  a  result  of  their  interest  rates 
being  periodically  reset  to  maintain  a  cur- 
rent market  yield. 

There  are  no  legal  risks  that  the  Board  of 
Investments  is  aware  of  regarding  any 
STIP  investments. 

Long  Term  Securities 

The  State  Fund  invests  monies  with  the 
Montana  Board  of  Investments,  including 
STIP  amounts.  Securities  are  stated  at  cost 
and  adjusted  for  amortization  of  any  dis- 
count or  premium.  Premiums  and  discounts 
are  amortized  using  the  straight-line  method 
over  the  life  of  the  securities. Net  unreal- 
ized gains  or  losses  on  securities  are  not 
included  in  adjustments  to  retained  earn- 
ings. 
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Asset-backed  securities  constitute  14.9% 
of  the  Board  of  Investment's  total  STIP 
portfolio  as  of  June  30,  1995.  Asset- 
backed  securities  have  le.ss  credit  risk  than 
do  securities  not  backed  by  pledged  as- 
sets, while  market  risk  for  asset-backed 
securities  is  the  same  as  market  risk  for 
similar  non  asset-backed  securities.  The 


State  Fund  investments  are  classified  in  risk 
category  1  or  risk  category  2  under  State 
of  Montana  standards.  Risk  category  I  in- 
cludes investments  that  are  insured  or  reg- 
istered and  held  by  the  Board  of  Invest- 
ments or  its  agent  in  the  State's  name.  In- 
vestments in  risk  category  2  are  uninsured 
or  unregistered  in  which  the  securities  are 
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held  by  the  counterpart's  trust  department 
or  agent  in  the  State's  name.  Asset-backed 
securities  have  less  credit  risk  than  do  se- 
curities not  backed  by  pledged  assets,  while 
market  risk  for  asset-backed  securities  is 
the  same  as  market  risk  for  similar  non 
asset-backed  securities.  The  asset-backed 
securities  were  previously  reported  in  the 
investment  type  totals  for  Commercial  Pa- 
per, Corporate  Obligations  or  Government 
Securities  as  of  June  30,  1994. 

The  Board  of  Investments  lends  State  Fund 
securities  managed  by  the  Board  of  Invest- 
ments. State  Street  Bank  was  appointed 
the  Board's  custodial  bank  on  December 
1,  1993.  During  the  period  the  securities 
are  on  loan,  the  Board  receives  a  fee  and 
the  bank  must  maintain  collateral  equal  to 
102%  of  the  market  value  of  the  securities 
on  loan.  The  Board  retains  all  rights  and 
risks  of  ownership  during  the  loan  period. 
As  of  June  30,  1995,  investments  in  the 
New  Fund  and  the  Old  Fund  include 
$124,636,779  (approximately  30%  of  to- 
tal long  term  securities),  and  $10,809,01 8 
(approximately  100%  of  long  term  securi- 
ties), respectively,  in  long  term  securities 
on  loan  which  earned  interest  income  of 
$222,478  and  $14,263,  respectively.  As  of 
June  30, 1 994,  the  New  Fund  and  Old  Fund 
investments  included  $81,505,623  (ap- 
proximately 26%  of  total  long  term  securi- 
ties), and  $10,913,940  (approximately 
100%  of  long  term  securities),  respectively, 
in  long  term  securities  on  loan  which  earned 
interest  income  of  $50,082  and  $5,939, 
respectively.  Securities  on  loan  are  classi- 
fied as  risk  category  2.  All  other  securities 
are  in  risk  category  1  (see  note  2). 

Montana's  Constitution  does  not  currently 
allow  the  State  Fund  to  invest  in  equity 
securities.  During  the  1995  legislative  ses- 


sion, approval  was  given  for  an  initiative 
to  appear  on  the  November  1 996  general 
election  ballot  which,  if  approved,  would 
allow  the  State  Fund  to  invest  in  equity 
securities. 

Receivables 

The  New  Fund  premium  receivable  bal- 
ance of  $19.4  million  includes  $6.8  million 
of  premium  due  from  insureds  for  insur- 
ance coverage  provided  during  fiscal  year 
1994-1995  not  yet  received.  The  remain- 
ing $  1 2.6  million  represents  advanced  pre- 
miums billed  but  not  received  for  insur- 
ance coverage  effective  July  1,  1995  as 
part  of  the  State  Fund's  Premium  in  Ad- 
vance program.  This  amount  is  offset  in 
unearned  premiums.  Estimated 
uncollectible  receivables  are  reported  as  an 
allowance  for  doubtful  accounts  of 
$521,000.  Other  receivables  include  $5.5 
million  in  investment  income  due,  and  $1 .7 
million  due  from  the  Old  Fund  in  adminis- 
trative cost  reimbursement. 

Accounts  receivable  in  the  Old  Fund  in- 
clude interest  receivable  and  amounts  due 
from  past  premiums  in  dispute  or  in  col- 
lection. Estimated  uncollectible  receivables 
are  reported  as  an  allowance  for  doubtful 
accounts.  Amounts  due  from  other  funds 
represents  amounts  from  Old  Fund  Li- 
ability Tax  collections  due  from  the  State 
Special  Revenue  Account. 

Fixed  Assets 

Equipment  is  valued  at  actual  or  estimated 
historical  cost.  Depreciation  expense  is 
computed  on  a  straight-line  basis  for  equip- 
ment over  a  period  of  5  to  10  years.  All 
fixed  assets  are  recorded  in  the  New  Fund. 
Because  the  State  Fund  administers  the  Old 
Fund,  the  Old  Fund  does  not  carry  fixed 
assets.  The  increase  in  fixed  assets  of  $1 .9 
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million  during  the  year  ended  June  30,  1 995 
IS  primarily  from  mvestment  in  the  Benefit 
Information  System  for  claims  manage- 
ment. 


Fund  Equity 

Fund  Equity  consists  of  contributed  capi- 
tal and  the  net  excess  or  deficit  of  assets 
over  liabilities. 
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Advanced  Deposits 

Security  deposits  are  deposits  by  certain 

policyholders  which  secure  payment  of 

premiums. 

Unearned  premiums  reflect  amounts  in 

advance  that  are  received  or  billed,  but  not 

yet  earned  for  policies  effective  July  1 , 1 995 

or  July  1,  1994. 

Premiums 

Premium  rates  are  approved  by  the  State 
Fund  Board  of  Directors.  Policies  are  ef- 
fective July  1  through  June  30  of  each  year. 
Revenue  from  premiums  is  recognized  over 
the  term  of  the  year. 

Policyholders  are  contractually  obligated  to 
pay  certain  premiums  to  the  State  Fund  in 
advance  of  the  period  the  premiums  are 
earned.  Premium  advances  are  refund- 
able when  the  policyholder's  coverage  is 
cancelled  and  all  earned  premiums  have 
been  credited  by  the  State  Fund. 

Contributed  Capital 

Contributed  capital  includes  assets  trans- 
ferred at  the  inception  of  the  New  Fund  to 
provide  the  initial  capitalization,  as  autho- 
rized by  state  law,  and  equipment  trans- 
ferred from  the  Department  of  Labor  and 
Industry  when  premium  audit  functions 
were  transferred  to  the  State  Fund. 

The  reduction  in  contributed  capital  is  at- 
tributable to  the  disposal  of  $4 1 6,020  worth 
of  outdated  computer  equipment  and  other 
assets  which  were  part  of  the  original  New 
Fund  contributed  capital. 


Presentation 

The  financial  statements  are  presented  in 
accordance  with  generally  accepted  ac- 
counting principles  as  prescribed  by  the 
Governmental  Accounting  Standards 
Board.  State  Fund  insurance  operations 
are  classified  as  an  Enterprise  Fund,  Pro- 
prietary Fund  type. 

The  Enterprise  Fund  type  is  used  to  ac- 
count for  operations:  (a)  financed  and  op- 
erated in  a  manner  similar  to  private  busi- 
ness enterprises,  where  the  legislature  in- 
tends that  the  entity  finance  or  recover 
costs  primarily  through  user  charges;  or  (b) 
where  the  legislature  has  decided  that  peri- 
odic determination  of  revenues  earned, 
expenses  incurred,  or  net  income  is  appro- 
priate. 

The  Statement  of  Operations  and  Changes 
in  Fund  Equity  and  the  Statement  of  Cash 
Flow  for  the  fiscal  year  ended  June  30, 
1994  have  been  reclassified  from  the  pre- 
vious years  presentation  in  order  to  be 
comparable  with  the  statements  for  the  fiscal 
year  ended  June  30,  1995.  There  is  no 
impact  to  net  income  and  cash  equivalents 
as  a  result  of  this  reclassification. 
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2.   Investments 

The  amortized  cost  and  market  value  of  the  New  Fund  fixed  maturity  securities  as  of  June  30, 
1995,  and  June  30,  1994,  are  as  follows. 


Gross 

Gross 

Amortized 

Unrealized 

Unrealized 

Market 

.Tune  30. 1995 

Cost 

Gains 

Losses 

Value 

US  Treasury 

Securities 

$130,470,836 

$3,984,233 

($856,819) 

$133,598,250 

US  Government  Agencies 
and  US  Government 


Guaranteed  Securities          $72,49 1 ,089 

$691,698 

($836,222) 

$72,346,565 

Corporate  Securities             $20,9 1 1 ,436 

$22,714 

($189,487) 

$20,744,663 

Asset  Backed 

Other  Corporate  Securities  $  1 82, 1 96,2 1 6 

$4,951,355 

($646,848) 

$186,500,723 

Other  Securities                   $  1 2,472,287 

$476,491 

$0 

$12,948,778 

STIP                                     $38,514,782 

m 

SO 

$38,514,782 

Totals                                $457,056,646 

$10,126,491 

($2,529,376) 

$464,653,762 

Amortized 

Unrealized 

Unrealized 

Market 

.Tune  30. 1994 

Cost 

Gains 

Losses 

Value 

US  Treasury 

Securities 

$86,528,114 

$33,611 

($3,514,325) 

$83,047,400 

US  Government  Agencies 

and  US  Government 

Guaranteed  Securities 

$54,747,259 

$78,783 

($2,132,981) 

$52,693,061 

Corporate  Securities 

$160,934,910 

$92,105 

($4,233,955) 

$156,793,060 

Other  Securities 

$8,026,264 

$0 

($512,133) 

$7,514,131 

STIP 

$36,802,900 

m 

m 

$36,802,900 

Totals 

347,039,447 

$204,499 

($10,393,394) 

$336,850,552 

3 

o 

3 

B) 

3 
B) 

(A 

r* 
9) 
r* 
9 

Tl 

C 
3 

a 


27 


The  amortized  cost  and  estimated  market  value  of  fixed  maturity  securities  as  of  June  30, 
1995,  are  shown  below  at  contractual  maturity.  Expected  maturities  will  differ  from  contrac- 
tual maturities  because  borrowers  may  have  the  right  to  call  or  prepay  obligations  with  or 
without  call  or  prepayment  penalties. 


Amortized 
Cost 


Estimated 
Market  Value 


Due  one  year  or  less  $39,0 1 4,782 

Due  after  one  year  through  five  years  $225,4 1 9.942 

Due  after  five  years  through  ten  years  $94,048,998 

Due  after  ten  years  $98.572.924 

Totals  $457,056,646 


$39,013,242 
$228,474,692 

$96,068,384 
$101.097.444 
$464,653,762 


During  fiscal  year  ending  June  30,  1995,  the  New  Fund  realized  gross  gains  from  sales  of 
securities  of  $600,732  and  gross  realized  losses  were  $1 ,884,963.  During  fiscal  year  ending 
June  30, 1995,  the  Old  Fund  realized  gross  gains  from  sales  of  securities  of  $18,251  and  no 
realized  gross  losses.  During  fiscal  year  ending  June  30,  1994,  the  New  Fund  had  gross 
realized  gains  of  $949,786  and  gross  realized  losses  of  $786,519.  The  Old  Fund  realized 
gross  gains  from  the  sales  of  securities  of  $474,899  and  had  no  realized  losses  during  the 
fiscal  year  ending  June  30,  1 994.  Long  term  securities  in  the  Old  Fund  of  $  1 0,809,0 1 8  at 
June  30,  1995  and  $10,913,990  at  June  30,  1994  are  required  debt  service  reserve  deposits 
related  to  long  term  workers'  compensation  program  bonds.  The  market  value  of  these 
securities  was  $10,631,460  and  $10,416,515  at  June  30,  1995  and  June  30,  1994,  respec- 
tively. Old  Fund  STIP  balance  at  June  30,  1 995  and  June  30,  1 994,  include  $2.6  million  and 
$2.8  million,  respectively,  in  required  debt  service  reserve  deposits  for  variable  rate  payroll  tax 
bonds  (see  note  5). 
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3.  Reinsurance 

The  State  Fund  cedes  reinsurance  to  other 
insurance  companies  to  limit  the  exposure 
arising  from  large  losses.  These  arrange- 
ments consist  of  excess  of  loss  contracts 
which  protect  against  losses  over  stipulated 
amounts.  During  the  fiscal  year  ending 
June  30,  1995,  the  State  Fund  retained  the 
first  $1.25  million  of  each  loss  and  $1.8 
million  in  aggregate  retention,  while 
reinsurers  were  liable  for  losses  in  excess 
of  $1.25  million  up  to  a  limit  of  $50  mil- 
lion on  occurrences  involving  multiple 
claimants.  Individual,  per  person  coverage 
was  provided  up  to  $2  million  per  claim- 
ant.   During  the  fiscal  year  ending  June 


30.  1994,  the  State  Fund  retained  the  first 
$1  million  of  each  loss  and  $1 .6  million  in 
aggregate  retention,  while  reinsurers  were 
liable  for  losses  in  excess  of  $1  million  up 
to  a  limit  of  $20  million  on  occurrences 
involving  multiple  claimants.  Individual  per 
person  coverage  was  provided  up  to  $2 
million  per  claimant.  In  the  event  reinsurers 
are  unable  to  meet  their  obligations,  the 
State  Fund  would  remain  liable  for  all  losses 
as  the  reinsurance  agreements  do  not  dis- 
charge the  State  Fund  from  its  primary  li- 
ability to  the  policyholders.  Premium  rev- 
enue is  reduced  by  premiums  paid  for 
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reinsurance  coverage  of  $268,558  and 
$3 18,356  in  fiscal  years  1994-95  and  1993- 
94,  respectively. 

Reinsurance  had  no  effect  on  fiscal  year 
1994-95  losses  and  loss  adjustment  ex- 
pense. 

4.   Risk  Management/Public 
Entity  Risk  Pools 

The  Old  and  New  Funds  are  public  entity 
risk  pools.  Neither  fund  had  significant 
reductions  in  insurance  coverage  from  the 
prior  year,  nor  any  insurance  settlements 
exceeding  insurance  coverage.  Unpaid 
claims  and  claim  adjustment  expenses  are 
estimated  based  on  the  ultimate  cost  of  set- 
tling the  claims,  including  the  effects  of  in- 
flation and  other  socioeconomic  factors. 

New  Fund — liability  coverage  to  employ- 
ers for  injured  employees  that  are  insured 
under  the  Workers'  Compensation  and 
Occupational  Disease  Acts  of  Montana  and 
workers'  compensation  claims  occurring  on 
or  after  July  1 ,  1 990,  are  reported  in  the 
New  Fund.  The  New  Fund  must  insure 
any  employer  who  desires  coverage.  At 
June  30, 1995,  approximately  25,607  em- 
ployers were  insured  with  the  New  Fund. 
At  fiscal  year-end  1993-94,  approximately 
26, 1 00  employers  were  insured  by  the  New 
Fund.  Anticipated  investment  income  is 
considered  for  computing  premium  rate 
levels  and  employers  must  pay  premiums 
to  the  State  Fund  within  specified  time 
frames. 

Tillinghast,  a  Towers  Perrin  company,  pre- 
pared an  actuarial  study  and  estimated  li- 
abilities and  the  ultimate  cost  of  settling 
claims  reported  but  not  settled  and  claims 
incurred  but  not  reported  for  the  New  Fund 
as  of  June  30,  1995  and  June  30,  1994. 


Because  actual  claim  costs  depend  on  such 
complex  factors  as  inflation  and  changes 
in  the  law,  claim  liabilities  are  recomputed 
periodically  using  a  variety  of  actuarial  and 
statistical  techniques  to  produce  current 
estimates  that  reflect  recent  settlements, 
claim  frequency,  and  other  economic  and 
social  factors. 

A  provision  for  inflation  and  the  calcula- 
tion of  estimated  future  claim  costs  is  im- 
plicit in  the  calculation  because  reliance  is 
placed  both  on  actual  historical  data  that 
reflect  past  inflation  and  on  other  factors 
that  are  considered  to  be  appropriate  modi- 
fiers of  past  experience.  As  of  June  30, 
1 995,  $541 ,373,699  of  unpaid  claims  and 
claim  adjustment  expenses  are  presented 
at  their  net  present  value  of  $395,837,222. 
These  claims  are  discounted  at  an  annual 
rate  of  5.75%.  As  of  June  30,  1994, 
$509,019,962  of  unpaid  claims  and  claim 
adjustment  expenses  are  presented  at  their 
net  present  value  of  $373,223,095,  dis- 
counted at  an  annual  rate  of  5.75%.  When 
the  New  Fund  purchases  annuity  contracts, 
the  claim  is  settled  in  full  and  on  a  final 
basis,  and  all  liability  of  the  New  Fund  is 
terminated. 

State  law  requires  the  New  Fund  to  set 
premiums  at  least  annually  at  a  level  suffi- 
cient to  ensure  adequate  funding  of  the  in- 
surance program  during  the  period  the  rates 
will  be  in  effect.  State  law  also  requires 
the  State  Fund  to  establish  a  minimum  sur- 
plus balance  of  25%  of  annual  premium 
revenue. 

Old  Fund — the  liability  and  payment  of 
workers'  compensation  claims  for  incidents 
occurring  before  July  1 ,  1 990,  are  reported 
in  the  Old  Fund.  There  is  no  premium 
income;  however,  funding  for  claims  pay- 
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merits  is  provided  by  Old  Fund  Liability 
Taxes  (OFLT)  imposed  on  employer  pay- 
roll (0.5%),  employee  wages  (0.2%),  and 
sole  proprietor  and  subchapter  S  share- 
holder distributive  income  (0.2%).  The 
OFLT  provides  funding  for  Old  Fund  claim 
expenses  and  Old  Fund  bond  payments 
(see  note  5).  An  actuarial  study  prepared 
by  Tillinghast,  a  Towers  Perrin  company, 
for  the  Old  Fund  as  of  June  30,  1995,  was 
used  to  estimate  liabilities  and  the  ultimate 
cost  of  settling  claims  that  have  been  re- 
ported, but  not  settled  and  claims  that  have 
been  incurred,  but  not  reported.    As  of 


Changes  in  Claims  Liabilities  for  the  Past  Two  Years 

The  following  table  presents  changes  (in  thousands)  in  the  aggregate  liabilities  for  the  New 
Fund  and  the  Old  Fund  for  the  past  two  years.  The  information  presented  has  not  been 
discounted. 


June  30,  1995,  $295,748,844  of  unpaid 
claims  and  claim  adjustment  expenses  are 
presented  at  face  value.  As  of  June  30, 
1994,  $339,485,647  of  unpaid  claims  and 
claim  adjustment  expenses  are  presented 
at  face  value.  Total  Old  Fund  deficit  as  of 
June  30,  1995  is  $413,937,723  compared 
to  a  deficit  of  $47 1 .393.590  as  of  June  30. 
1994.  This  fund  does  not  discount  esti- 
mated claims  liability. 


Unpaid  claims  and  claim  adjustment 
expenses  at  beginning  of  year 


New  Fund 
1995  1994 


Old  Fund 
1995  1994 


$509.020   $404.706    $339.485    $365.249 


Incurred  claims  and  claim  adjustment  expenses: 
Provision  for  insured  events  of  the  current  year       1 73.327      1 84.039 
Increases  (decreases)  in  provision  for  insured  (63.249)       (3.952)       (3.795) 

events  of  prior  years 


2.975 
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Total  incurred  claims  and  claim  adjustment  expen.ses  110.078      180,087       (3,795)  2,975 

Payments: 
Claims  and  claim  adjustment  expen.ses  attributable 
to  insured  events  of  the  current  year  ( 1 8, 1 37)     (1 8,693) 

Claims  and  claim  adjustment  expenses  attributable 
to  insured  events  of  prior  years  (59.587)     (57.080)     (39.942)     (28.739) 


Total  Payment 

Total  unpaid  claims  and  claim  adjustment 
expenses  at  end  of  the  year 


(77.724)     (75.773)     (39.942)     (28.739) 
$541.374  $509.020  $295.748  $339.485 


►SO 


Risk  Management  Trend  Information 

The  following  table  illustrates  how  the  earned  revenues  of  the  New  Fund  plus  investment 
income  compare  to  related  costs  of  loss  and  other  expenses  assumed  by  the  State  Fund  for 
fiscal  years  1991  through  1995.  In  addition,  cumulative  amounts  related  to  estimated  and 
actual  paid  claims  are  presented.  The  information  allows  for  comparison  of  actual  and 
estimated  claims  and  is  a  basis  for  developing  revenue  and  claims  information.  As  data  for 
individual  policy  years  mature,  the  correlation  between  original  estimates  and  reestimated 
amounts  is  used  to  evaluate  the  accuracy  of  incurred  claims  currently  recognized  for  less 
mature  policy  years. 

New  Fund 
1991  1992  1993  1994         1995 

1 .  Net  earned  required  contribution 

and  investment  revenues  $113,734    $144,035    $181,715   $191,794  $156,782 

2.  Unallocated  expenses  including 

overhead  6,048  8,232  9,325         9,090       11,303 

3.  Estimated  ultimate  incurred  claims  ' 
and  expenses: 

End  of  policy  year  137,237      183,425      186,480     199,890     164,824 

4.  Paid  (cumulative)  as  of: 

End  of  policy  year  17,618        20,244        18,347        18,693        18,137 

One  year  later 
Two  years  later 
Three  years  later 
Four  years  later 

5.  Reestimated  ultimate  incurred  claims 
and  expense: 
End  of  policy  year  137,237      183,425       186,480     199,890      164,824 


17,618 

20,244 

18,347 

18,693 

44,335 

50,576 

46,343 

45,947 

64,079 

68,837 

62,717 

74,901 

77,950 

81,747 

One  year  later 
Two  years  later 
Three  years  later 
Four  years  later 


137,237 

183,425 

186,480 

199,890 

166,980 

184,968 

184,030 

176,979 

160,272 

175,218 

161,045 

151,554 

156,660 

138,180 

o 

Increase  (decrease)  in  estimated  » 

incurred  claims  and  expense  from  u 

end  of  policy  year  943     (26,765)     (25,435)     (22,911)  W 
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5.  Payroll  Tax  Bonds 

(Workers'  Compensation 
Program) 

The  Montana  Board  of  Investments  issued 
$142,095,000  of  bonds  in  July  1991,  for 
the  purpose  of  funding  the  state's  liability 
and  costs  in  administering  and  paying 
claims  for  injuries  resulting  from  accidents, 
prior  to  July  1 ,  1 990,  that  are  subject  to 
the  Montana  Workers'  Compensation  Act 
and  the  Occupational  Disease  Act  of  Mon- 
tana. The  bonds  bear  interest  at  rates  from 
4.9%  to  6.875%  and  are  limited  obligations 
of  the  State  of  Montana,  payable  solely 
from  and  secured  by  certain  Old  Fund  li- 
ability tax  revenues  collected  by  the  Mon- 
tana Department  of  Revenue  Amounts 
of  bond  debt  outstanding  as  of  June  30, 
1995  are  shown  below  (in  thousands). 


June  30,  1995 

Bonds  Outstanding 
Discount 

June  30, 1995 

Net  Bond  Debt 


$134,115 
$1.786 


$132,329 


Debt  service  requirements  for  principal  and 
interest  are  as  follows  (in  thousands): 


Fiscal 

Debt  Service 

Year 

Payments 

1995-96 

$11,321 

1996-97 

11,318 

1997-98 

11,318 

1998-99 

11,318 

999-2000 

11,320 

2(X)()-h 

226.402 

Totals 

$282,997 

On  October  27,  1993,  the  Board  of  Invest- 
ments issued  $32,500,000  m  Variable  Rate 
Payroll  Tax  Bonds  (Workers'  Com- 
pensation Program  Series  1 993)  to  pay  the 


costs  associated  with  claims  incurred  on 
or  before  June  30,  1990.  The  Series  1993 
Bonds  are  limited  obligations  of  the  State 
of  Montana,  payable  solely  from  and  se- 
cured by  certain  Old  Fund  liability  tax  rev- 
enues. Bond  proceeds  were  used  to  repay 
$2 1 ,32 1 ,007  in  loan  principal  and  interest 
to  the  New  Fund  and  the  remaining  pro- 
ceeds, after  issuance  costs,  of  $7,962,247 
were  pledged  to  meet  Old  Fund  claims 
costs.  The  variable  rate  bonds  pay  inter- 
est determined  on  a  weekly  period  estab- 
lished by  a  remarketing  agent.  The  vari- 
able rate  bonds  are  subject  to  redemption 
at  the  discretion  of  the  Board  of  Invest- 
ments during  the  period  variable  rates  are 
applied  on  the  bonds.  The  bonds  are  pay- 
able June  1 ,  2020,  unless  terminated  at  an 
earlier  date  upon  certain  occurrences.  In 
fiscal  year  1^94-95,  $1 ,285,004  in  interest 
payments  and  fees  were  paid  on  the  vari- 
able rate  bonds.  Interest  and  fees  paid 
during  fiscal  year  1 993-94  on  the  variable 
rate  bonds  was  $601,827. 

6.  Administrative  Cost 
Allocation 

State  law  requires  the  State  Fund  to  sepa- 
rately determine  and  account  for  adminis- 
trative expen.ses  and  benefit  payments  for 
claims  for  injuries  resulting  from  accidents 
occurring  before  July  1 ,  1 990  (Old  Fund) 
from  those  occurring  on  or  after  July  1, 
1990  (New  Fund).  The  law  also  limits 
annual  administrative  costs  of  claims  asso- 
ciated with  the  Old  Fund  to  $3  million.  The 
State  Fund  allocated  $3  million  and  $2.9 
million  in  administration  costs  to  the  Old 
Fund  in  fiscal  years  1994-95  and  1993-94, 
respectively.  The  Old  Fund  has  a  $2.8 
million  obligation  to  the  New  Fund  in 
unrecovered  administrative  costs  in  previ- 
ous years.  The  New  Fund  intends  to  re- 
cover this  amount  in  future  years  where 
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the  cost  of  administering  the  Old  Fund  is 
less  than  the  statutorily  permitted  $3  mil- 
lion. 

7.  Transfers 

Operating  transfers  out  of  the  New  Fund 
include  transfers  to  the  Department  of  La- 
bor and  Industry  for  regulatory  adminis- 
trative assessments  charged  to  the  State 
Fund. 

Operating  transfers  recorded  in  the  Old 
Fund  include  $48.4  million  in  fiscal  year 
1994-95  and  $40.9  million  in  fiscal  year 
1 993-94  of  Old  Fund  Liability  Tax  (OFLT) 
revenue  collected  by  the  Montana  Depart- 
ment of  Revenue  (see  note  4,  Old  Fund) 
and  recorded  in  the  State  Special  Revenue 
Fund.  Included  in  the  administrative  costs 
of  the  Old  Fund  are  operating  transfers  out 
of  $494,633  for  fiscal  year  1994-1995,  and 
$1.3  million  for  fiscal  year  1993-94.  The 
remaining  balance  in  these  transfers  are  for 
amounts  transferred  from  the  Old  Fund 
bond  accounts  into  the  Old  Fund  State 
Special  Revenue  account  and  then  to  the 
Old  Fund  claim  account  for  amounts  not 
required  to  pay  bond  debt. 

8.  Compensated  Absences 

Employees  at  the  State  Fund  accumulate 
both  annual  and  sick  leave.  The  State  Fund 
pays  employees  for  100%  of  unused  an- 
nual leave  and  25%  of  unused  sick  leave 
upon  termination.  The  fund  pays  100% 
of  unused  compensatory  leave  credits  upon 
termination  to  nonexempt  employees.  The 
State  Fund  absorbs  expenditures  for  ter- 
mination pay  in  its  annual  operational  costs. 
The  State  Fund  had  a  total  leave  liability 
of  $705,292  and  $598,092  at  June  30, 
1995,  and  June  30,  1994,  respectively. 


9.  Pension  Plan 

The  State  Fund  and  its  employees  contrib- 
ute to  the  Public  Employees  Retirement 
System  (PERS),  a  cost  sharing,  multiple 
employer,  defined  benefit  pension  plan. 
Established  in  1945  and  governed  by  Title 
19,  Chapter  3,  MCA,  PERS  participants 
are  eligible  to  retire  at  age  60  with  at  least 
five  years  of  service,  at  age  65  regardless 
of  length  of  service  or  at  30  years  of  ser- 
vice regardless  of  age.  A  reduced  retire- 
ment benefit  may  be  taken  with  25  years 
of  service  or  at  age  50  with  a  minimum  of 
five  years  of  service.  Monthly  retirement 
benefits  are  calculated  by  taking  1/56  times 
the  years  of  service  times  the  final  average 
monthly  salary.  Vesting  occurs  once  mem- 
bership service  totals  5  years.  State  Fund 
and  its  employees  each  were  required  to 
contribute  6.7%  of  annual  compensation 
in  fiscal  years  1994-95  and  1993-94,  re- 
spectively. 

As  of  June  30,  1995,  there  were  268.75 
State  Fund  full-time  equivalents  (FTE)  cov- 
ered by  PERS.  State  Fund  covered  pay- 
roll was  $6,085,190  and  PERS  contribu- 
tions were  $394,171  for  the  fiscal  year 
ended  June  30, 1995.  As  of  June  30,  1994, 
there  were  249.75  State  Fund  full-time 
equivalents  (FTE)  covered  by  PERS.  State 
Fund  covered  payroll  was  $5,21 9,689  and 
PERS  contributions  were  $434,174  for  the 
fiscal  year  ended  June  30,  1994. 

Actuarial  valuations  are  performed  at  PERS 
every  two  years.  The  latest  valuation  was 
performed  as  of  July  1.  1994.  In  calcu- 
lating the  pension  benefit  obligation,  the 
actuary  assumed  a  return  on  investments 
of  8%,  salary  inflation  increases  of  6.25% 
and  no  change  in  post  retirement  benefits. 
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The  "pension  benefit  obligation"  is  a  stan- 
dardized disclosure  measure  of  the  present 
value  of  pension  benefits,  adjusted  for  the 
effects  of  projected  salary  increases  and 
step-rate  benefits,  estimated  to  be  payable 
in  the  future  as  a  result  of  employee  ser- 
vice to  date.  The  measure,  which  is  the 
actuarial  present  value  of  credited  projected 
benefits,  is  intended  to  help  users  assess 
the  system's  funding  status  on  a  going-con- 
cern basis,  assess  progress  made  in  accu- 
mulating sufficient  assets  to  pay  benefits 
when  due  and  make  comparisons  among 
employers.  The  State  Fund  is  unable  to 
determine  the  actuarial  present  value  of 
credited  projected  benefits  and  net  assets 
available  for  benefits  since  the  information 
is  available  only  on  a  total  state  basis,  not 
agency  basis. 

The  pension  benefit  obligation  as  of 
June  30,  1995,  for  PERS  as  a  whole  was 
$1,591,420,109.  The  system's  net  assets 
available  for  benefits  at  cost  on  June  30, 
1995,  were  $1,276,855,695  leaving  an 
overall  unfunded  pension  benefit  obliga- 
tion of  $314,564,414.  The  State  Fund's 
1995  contribution  represented  approxi- 
mately 1  percent  of  total  June  30,  1995, 
contributions  required  of  all  participating 
entities. 

The  pension  benefit  obligation  as  of 
June  30,  1994,  for  PERS  as  a  whole  was 
$1,475,985,705.  The  system's  net  assets 
available  for  benefits  at  cost  on  June  30, 
1994,  were  $1,202,063,252  leaving  an 
overall  unfunded  pension  benefit  obliga- 
tion of  $273,922,453.  The  State  Fund's 
1994  contribution  represented  approxi- 
mately 1.1%  of  total  June  30,  1994,  con- 
tributions required  of  all  participating  enti- 
ties. 


The  State  Fund  is  not  responsible  for  any 
state  system  unfunded  liability. 

Ten-year  historical  trend  information  show- 
ing the  PERS  progress  in  accumulating  suf- 
ficient assets  to  pay  benefits  when  due  is 
presented  in  the  system's  June  30,  1995, 
annual  financial  report. 

10.  Building 

The  1981  Legislature  appropriated  funds 
for  the  construction  of  a  Workers'  Com- 
pensation building.  State  Fund  expenses 
annual  payments  on  the  building  in  its  op- 
erating budget.  As  of  July  1,  1990,  the 
State  Fund  transferred  the  value  of  the 
building  from  its  records  to  the  Department 
of  Administration,  which  owns  most  other 
state  buildings  and  charges  agencies  rent 
for  their  use.  Under  the  agreement,  the 
State  Fund  will  pay  all  costs  associated  with 
the  building,  including  utilities,  debt  ser- 
vice, property  taxes,  janitorial  services,  and 
maintenance  in  lieu  of  paying  rent. 

11.  Contingencies 

A  class  action  was  filed  before  the  Work- 
ers' Compensation  Court  in  Murer,  et  al. 
vs.  Montana  State  Compensation  Mutual 
Insurance  Fund,  et  al.,  which  attempts  to 
have  the  Court  rule  that  a  freeze  on  work- 
ers' compensation  benefits  in  place  in  fis- 
cal years  1988  through  1991  should  no 
longer  apply  once  the  date  of  the  freeze 
has  expired.  The  State  Fund's  position  is 
that  the  law  in  existence  at  the  time  of  the 
injury  applies  for  the  life  of  the  claim.  The 
case  was  rejected  by  the  Workers'  Com- 
pensation Court  as  a  class  action  and  the 
decision  was  affirmed  by  the  Montana  Su- 
preme Court.  The  case  was  then  set  be- 
fore the  Workers'  Compensation  Court  and 
included  only  named  claimants  and  insur- 
ers. Though  not  a  class  action,  an  adverse 
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decision  will  have  the  same  impact.  The 
Workers'  Compensation  Court  rejected  the 
case  and  it  was  appealed  to  the  Montana 
Supreme  Court.  On  November  21,  1994, 
the  Montana  Supreme  Court  reversed  the 
decision  of  the  Workers'  Compensation 
Court.  The  estimated  amount  of  loss  has 
been  previously  estimated  at  amounts  up 
to  $1,000,000.  Management  believes  the 
ruling  will  impact  both  the  New  Fund  and 
the  Old  Fund;  however,  this  case  is  sub- 
ject to  a  pending  rehearing  request  before 
the  Montana  Supreme  Court  and  then  a 
hearing  on  remand  before  the  Workers' 
Compensation  Court  to  rule  on  issues,  so 
claims  eligible  for  recovery  can  be  fully 
determined.  As  a  result,  an  estimate  of 
actual  loss  incurred  cannot  be  determined 
until  the  State  Fund  receives  final  decisions 
on  this  matter. 


removed  from  the  financial  statements  of 
the  Old  Fund.  There  will  be  an  account- 
ing loss  of  $404,612  in  the  Old  Fund  in 
connection  with  the  defeasance.  The 
defeasance  resulted  in  a  reduction  of  debt 
service  to  maturity  of  $56,033,937,  and  a 
net  savings  in  interest  cost  to  the  State  of 
Montana  of  $34,294. 152. 


12.  Subsequent  Event — Old 
Fund  Bond  Defeasance 

On  July  24,  1995,  the  State  Fund  applied 
$2 1,495,949  of  OFLT  collections  that  had 
accumulated  in  the  Old  Fund  to  defease  a 
portion  of  the  Series  1991  Payroll  Tax 
Bonds  issued  by  the  State  Board  of  In- 
vestments to  pay  unfunded  liabilities  of  the 
Old  Fund.  The  State  Fund  defeased 
$20,880,000  of  the  6.875%  term  bonds 
due  on  June  1,  2020.  The  funds  were  de- 
posited by  the  Board  of  Investments  with 
an  escrow  agent  and  invested  in  U.S.  gov- 
ernment non-callable  direct  obligations 
which  provide  for  payment  of  principal  and 
interest  through  maturity  for  the  defeased 
bonds.  The  escrow  is  irrevocable,  but  the 
Board  of  Investments  has  retained  the  right 
to  call  the  defeased  bonds  prior  to  matu- 
rity if  the  value  of  the  escrow  is  sufficient 
to  do  so.  The  escrow  meets  the  require- 
ments of  legal  defeasance  and  the 
$20,880,000  of  2020  term  bonds  will  be 
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December  28,  1995 

To  Members  of  the  State  Fund  Board  of  Directors: 

Tillinghast  -  Towers  Perrin  was  engaged  by  the  Montana  State  Compensation  Insurance  Fund 
(the  Fund)  to  estimate  the  unpaid  loss  and  loss  adjustment  expenses  as  of  June  30,  1 995,  for 
the  Fund's  workers  compensation  exposures.  We  examined  both  the  New  Fund  and  the  Old 
Fund,  using  data  evaluated  as  of  July  31,  1995.  We  relied  on  Fund  personnel  as  to  the 
completeness  and  accuracy  of  this  data. 

For  the  New  Fund,  our  estimated  discounted  loss  and  loss  adjustment  expense  liability  as  of 
June  30,  1995,  is  $389.6  million  (based  on  a  5.75%  interest  rate  selected  by  the  Fund).  The 
Fund  has  recorded  a  provision  of  $395.8  million  for  unpaid  loss  and  loss  adjustment  expense  as 
of  June  30,  1 995,  based  on  the  Fund's  estimate  of  additional  exposure  from  additional  payroll 
reported  in  excess  of  estimates  provided  to  us.  We  did  not  take  exception  to  the  Fund's 
estimate  of  additional  exposure. 

For  the  Old  Fund,  our  estimated  loss  and  loss  adjustment  expense  liability  as  of  June  30,  1 995, 
is  $295.7  million,  undiscounted.  The  Fund  has  recorded  a  provision  of  $295.7  million  on  its 
June  30,  1 995  balance  sheet  for  unpaid  loss  and  loss  adjustment  expense. 

Montana  statute  requires  the  State  Fund  to  establish  a  minimum  surplus  balance  of  25%  of 
annual  premium  revenue.  The  Total  Fund  Equity  of  the  New  Fund  as  of  June  30,  1995,  with  loss 
and  loss  adjustment  expense  liability  expressed  on  a  discounted  basis,  is  $69.6  million.  Current 
year  premium  revenue  was  $153.7  million. 

We  continue  to  recommend  that  the  Fund  set  a  long-term  goal  of  achieving  and  maintaining 
surplus  based  partly  on  industry  standards,  which  are  more  conservative  than  the 
aforementioned  statutory  requirement. 

VARIABILITY 

Loss  and  loss  adjustment  expense  reserve  estimates  are  subject  to  considerable  uncertainty 
due  to  the  fact  that  the  ultimate  liability  for  claims  is  subject  to  the  outcome  of  events  yet  to 
occur.  Additional  uncertainty  is  introduced  in  estimating  unpaid  loss  and  loss  adjustment 
expense  on  a  present  value  basis.  That  is,  besides  the  risk  of  underestimating  or  overestimating 
the  overall  amount  of  the  loss  and  loss  adjustment  expense  liabilities,  there  is  the  additional  risk 
that  the  timing  of  the  future  payment  of  those  liabilities  will  differ  from  the  estimated  payout,  or 
that  the  future  yield  on  the  underlying  assets  will  differ  from  the  assumed  interest  rate. 


Robert  F.  Conger 

Fellow,  Casualty  Actuarial  Society 

Member,  American  Academy  of  Actuaries 
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REPORT  OF  MANAGEMENT 


statement  of  financial  reporting  responsibility 


The  management  of  the  State  Compensation  Insurance  Fund  is 
responsible  for  the  financial  statements  and  all  other  information 
presented  in  this  annual  report.  The  financial  statements  have  been 
prepared  in  conformity  with  generally  accepted  accounting  principles  and 
include  amounts  based  on  the  best  estimates  and  judgements  of 
management. 

The  State  Fund  maintains  a  system  of  internal  control.  The  system  of 
internal  control  is  designed  to  provide  reasonable  assurance  that  assets 
are  safeguarded  against  loss  and  that  transactions  are  executed  and 
recorded  in  accordance  with  management's  authorization.  The  system  of 
internal  control  encompasses  the  organizational  structure,  selection  and 
training  of  personnel,  communication,  and  enforcement  of  policies  and 
procedures.  The  system  of  internal  control  is  continually  reviewed  and 
evaluated  by  management. 

The  balance  sheet  and  related  statements  of  operations  and  changes  in 
fund  balance,  and  cash  flow  at  and  for  the  periods  ending  June  30,  1995 
and  June  30,  1994,  presented  in  this  report  have  been  audited  by 
independent  auditors  of  the  State  of  Montana,  Legislative  Audit  Division. 
Their  opinion  is  included  in  this  report. 
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Charlie  Adams  Sandy  Adams  Deanna  Albert  GInny  Amdahl  Andy  Anderson  Debra  Arnold 
Steven  Ashmore  Denise  BairdMark  Barry  Kevin  Bartsch  Bill  Beck  Melody  Belcher  Valerie  Bender 
Dwight  Bernard  Ed  Binkley  Rita  Bird  Dean  Blackaby  Wendy  Blood  Kris  Brandt  Shirley  Bristol 
Pam  Brown  Bob  Brunk  Greg  Bryan  Shawn  Bubb  Dale  Buechler  Carrie  Burke  Nancy  Butler 
Sherry  Carroll  Daisy  Carsen  Paul  Carson  Monica  Carson  Jim  Cavanaugh  Irish  Charlton 
Sherrie  Chenovick  Lori  Clare  Ann  Clark  Rick  ClarkChuck  Crawford  Wayne  DillavouTom  Disburg 
Lucinda  Dixon  Gary  Doerr  Lynn  DonnellyJune  Dosier  Chuck  Driscoll  Carol  Duilum  Terri  Eaton 
Ray  Eby  Jo  Eidum  John  Ellens  Delane  Erickson  Kim  Erickson  Valerie  Ewals  Connie  Ferriter 
Tim  FitzpatrickDebby  Flansaas  Kay  Fleming  Joyce  Flynn  Shauna  Foley  Dwan  Ford  Kathy  Frandsen 
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